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MORTGAGE PROSPECTS FOR 1960 


HE customary wave of seasonal optimism, which shows up like clock- 
a7 work in December in both the stock market and the spate of year-end 

forecasts, is now in full swing. With a new decade as well as a new year 
just around the corner, sentiment is, if anything, running to more exuberance 
than ever. The 1960’s, so we are told on every hand, will be spectacular, 
sizzling and golden. 


To this observer, such comments sound suspiciously like the talk of the 
new era one heard so much of in the late 1920’s. While not without promise, 
for mortgage lenders and others, the next decade is apt to have at least as 
many ups and downs as the one which is coming to an end. Indeed, the outlook 
for the next 12 months alone, while generally bright, is patched with clouds, 
no bigger than a man’s hand perhaps, but potentially troublesome. 


At the moment, to be sure, most observers are bullish. For example, in 
an address last week before the thirteenth annual mid-year meeting of the Na- 
tional Association of Mutual Savings Banks, one well-known economic authority 
forecast “a prosperous 1960, in which the nation’s business volume will pass 
the half-trillion dollar mark.” According to the year-end review and forecast 
prepared for Tricontinental Corp. and several other major investment com- 
panies, the possibility of a downturn in 1960 “can be almost eliminated.” The 
most forthright note of confidence was sounded by the Prudential Insurance Co. 
of America which, since it began issuing such studies 8 years ago, has come 
within 1.5 percent of 100 percent accuracy. 


In view of its distinguished record, a closer look at this forecast is in 
order. Briefly, Prudential makes the following points. Outlays by industry 
for new plant and equipment, spurred by rising depreciation allowances and 
earnings, will increase by a substantial $6 billion in 1960. Similarly, as in- 
dustry recovers from the steel strike, inventories will accumulate at a rate $2 
billion ahead of that of 1959. Most important of all, Prudential looks for a 
striking upsurge of $18 billion in consumer spending. On the other side of the 
equation, both housing and Government spending are likely to be off somewhat 
from the current year. All told, however, total output of goods and services 
for 1960 “is likely to total $509 billion, an increase of $29 billion above the 
1959 figure.” 


In such a bullish setting, yields on fixed-income obligations, not surpris- 
ingly, lately have climbed to the highest level in a generation. Thirteen-week 


555 








Treasury bills, to illustrate, on December 7 were sold to yield 4.638 percent, 
highest return since 1929. Since the first of the month, the whole family of 
short-term interest rates, including bankers’ acceptances, sales finance com- 
pany paper and commercial paper, has risen by at least 1/8 percent and, on 
certain maturities, as much as 3/4 percent. Meanwhile, municipal, corporate 
and long-term Government bonds are at or near all-time lows. 


The repercussions inevitably have been felt in the mortgage market, where 
money has grown exceedingly tight. In an effort to increase its liquidity, one 
savings and loan association in New York City last month offered a 3 percent 
discount on outstanding balances to borrowers with older, low-coupon mort- 
gages. In northern California, three big savings and loans are planning to 
raise dividend rates from 4 percent to 45 percent, effective January 1. Four 
associations in Los Angeles already have taken this step. According to the Na- 
tional Association of Real Estate Boards, lenders in some States have begun to 
demand discounts or service charges on conventional mortgages, while con- 
cern is growing that the new FHA 5-3/4 percent rate, plus the extra } percent 
charged for the insurance premium, may be running afoul of various State 
usury laws. 





The fast-moving changes which have confronted lenders in recent months 
are underscored by the activities of the Federal National Mortgage Association, 
which, in its Secondary Market Operations, is closely attuned to the ebb and 
flow of supply and demand. Late last month FNMA offered $200 million of 
9-month SMO debentures, with a coupon of 5.35 percent. The issue, proceeds 





of which went to redeem 3-3/4 percent debentures sold only last April, was 
the costliest in the agency’s history. By the same token, fast-moving Fannie 
Mae has found it necessary to lower its own mortgage purchase prices four 
times since midsummer - three times since mid-September. The latest 
schedule, as of mid-October, calls for prices ranging from 99-97 for 5-3/4 
percent mortgages; 95-93 for 5-1/4 percent mortgages; and 91-89 for 4-3/4 
percent loans. Purchases of 5 percent mortgages were discontinued. 


The agency, incidentally, has sought to adjust to money market conditions 
in other ways. Effective September 12, it took action to confine its over-the- 
counter purchases to home loans offered within 4 months following the date of 
final FHA insurance endorsement or VA Certificate of Guaranty. This move 
represented a change from the 12-month cut-off requirement which had been in 
effect since June 30, 1958. Moreover, FNMA has refused to implement some 
of the provisions of the Housing Act of 1959, which authorized it to issue 
standby commitments on mortgages covering existing dwellings, as well as to 
increase, from $15,000 to $20,000, the maximum mortgage which it may buy. 


Both decisions, according to J. S. Baughman, its able president, were 
based “on the present high interest cost of borrowing funds and the desirability 
of not adding an unnecessary additional burden to the already congested money 
market. ” 


Yields on FHA and VA loans, of course, also reflect the current tightness 
of money. In fact, in the view of one leading mortgage banker, such paper to- 

















day is “the biggest non-risk investment bargain of the last 25 years.” Based 
on his dealings as an intermediary between buyer and seller, he points out that 
the following yields (calculated to include servicing at } of 1 percent) are avail- 
able: FHA Title II Section 203b 5-3/4s, prompt delivery, at 94, to yield 6.02 
on prepayment within 12 years, or 5.81 percent to 30-year maturity; FHA 
Title II Section 203is or 203bs of $8,000 or less 5-3/4s (plus } percent service 
fee paid by mortgagor), prompt delivery, at 96, to yield 6.26 percent on pre- 
payment in 12 years, or 6.12 percent to maturity; finally, VA Section 501 
5-1/4s, for delivery from 6 to 12 months, at a price of 89 to yield 6.19 percent 
or 5.80 percent, respectively. 


So much for the current state of the market. As to the outlook, most ob- 
servers expect continued or mounting tightness throughout 1960. At last 
week’s annual meeting of the Life Insurance Association of America, Dr. 
James J. O’Leary, economic research director, even suggested that “the 
current uptrend of interest rates may very wellbe extended for several years.” 
In the informed opinion of Dr. Roy L. Reierson, vice president of Bankers 
Trust Co., “interest rates may well average higher in 1960 than in 1959.” 


First and most obvious reason for such a view is the likelihood, cited 
above, of record-breaking business activity next year. In addition, knowledge- 
able observers cite several other forces which will be pulling in the same di- 
rection. For example, foreign investors and U. S. corporations, both of 
which were large suppliers of funds to the market in 1959, are unlikely to play 
the same role in 1960. Foreign investors, it is pointed out, acquired nearly 


18 percent of the total increase in the U. S. public debt in fiscal 1959; lately, 
however, they have begun to look for opportunities closer to home. The New 
York Hanseatic Corp., a leading dealer in Government securities, recently 
noted that when the Bundesbank of Frankfurt raised its central bank rate from 
3 percent to 4 percent, German banks promptly stopped buying U. S. Treasury 
bills. Any further advance in this rate - considered likely, by some - could 
lead to outright liquidation of holdings. Similarly, in order to finance their 
accelerating programs of capital expansion, corporate treasurers, who also 
have invested heavily in high-yielding U. S. Government securities, may be- 
come net sellers instead. 


Meanwhile, the nation’s thrift institutions, traditional source of investment 
funds, in coming months may not be able to play their customary role with 
their usual vigor. In October, they were hard hit by the unexpected offering of 
5 percent, 4-3/4-year notes - the so-called “Magic Fives” - by the Treasury. 
In that month, for only the second time in the past 2 years, the net inflow of 
deposits in savings and loan associations fell below the amount recorded in the 
like month of the previous year; specifically, net inflow of savings ran to $411 
million, 20 percent less than in October of 1958. Savings banks were harder 
hit - in October the nation’s 518 mutual banks reported a deposit decline to- 
taling $187 million, the largest of its kind since monthly statistics were first 
compiled. Some recovery in deposits, to be sure, undoubtedly has taken place 
since November 1. However, thrift institutions now are threatened by further 
offerings of the same kind - a new issue of “Magic Fives,” some time after the 
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turn of the year, is considered likely. In any case, the prospect of such 
“raids” by the Treasury has served to make the banks much more cautious in 
their approach to long-term investments. 


All the foregoing does indeed point to higher interest rates. However, 
there is another, less-emphasized side of the coin, which lenders would do 
well to take into account. For one thing, the first quarter of the year usually 
brings some seasonal easing of credit. Even in 1959, when rates climbed so 
steeply throughout most of the year, there was a respite from roughly mid- 
January to mid-March. During this period, 13-week Treasury bills slid from 
3.03 percent to 2.80 percent; average yields on seasoned municipals slipped 
from 3.20 percent to 3.11 percent; while secondary market prices for FHAs 
inched up a bit. History well may repeat in 1960. 


Looking further ahead, observers also point to the likelihood of a sharp 
and generally unexpected improvement in the position of the Treasury. At this 
writing virtually everybody - including the Department itself - is predicting a 
deficit for the fiscal year ending next June 30. However, some experts in the 
financial community disagree. They point out that recent daily Treasury state- 
ments show a deficit of nearly $4 billion less than a year ago, a figure which 
foreshadows a balanced statutory budget. In addition, the Treasury next year 
will benefit from much higher returns from Social Security - Old Age and Sur- 
vivors Insurance taxes, it will be recalled, go up by $ of 1 percent on January 
1 - as well as from higher gasoline and employer payroll taxes. All told, the 
cash surplus of the Treasury in the first half of 1960 well may run to $9 bil- 
lion, instead of the $6 billion commonly mentioned. 


Finally, a sharp decline in demand for mortgage money apparently is shap- 
ing up. In the first 9 months of 1959, according to the Federal Home Loan 
Bank Board, nonfarm mortgage recordings (of $20,000 or less) totaled $24.5 
billion, an increase of nearly 26 percent from January-September of 1958. 
Lately, however, the rate of gain has slowed perceptibly - in September, alone, 
the rise was only 9 percent. Housing starts are dropping fast and transfers of 
existing property, under the impact of higher mortgage rates, undoubtedly will 
slacken. As a consequence, the heavy pressure on the market from this quar- 
ter undoubtedly will lessen. 


In sum, the outlook for mortgage lending in 1960, while apparently clear- 
cut, contains the usual number of uncertainties. The same may be said with 
even greater force about the rest of the decade. In particular, as pointed out 
by Henry C. Alexander, chairman of the Morgan Guaranty Trust Co., to the 
New York State Savings Banks Association, the U. S. sooner or later must 
come to grips with its worsening balance of payments. 


“No nation, however affluent, can long endure a substantial deficit in its 
international accounts without weakening its currency and its economy, and ul- 
timately lowering the standards of its people,” warned Mr. Alexander. He 
added, “The overall battle for stable growth and against erosion of the pur- 
chasing power of the dollar is still in its early stages, but I believe it can be 
won - indeed will be won or lost - in the early years of the coming decade.” 
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